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Consumer Credit Rise
CONSUMER INSTALMENT CREDIT rose
more in April than in any other month since
April 1960, as extensions of all major types
of credit increased. Prior to April the rate
of expansion had shown little change for
several months.
The April rise brought the total increase
for the first 7 months of instalment credit
expansion to $2.0 billion, almost as much
as in the first 7 months of the 1958-59
credit expansion. Noninstalment credit rose
$550 million, slightly more than in the
earlier period.
RECENT DEVELOPMENTS
Outstanding instalment credit began to rise
in October 1961 and during the November-
March period increased at seasonally ad-
justed monthly rates ranging between $200
million and $300 million. The late date of
Easter and an unusually heavy volume of
Easter purchases contributed to the $500
million expansion in April.
The expansion in instalment credit in re-
cent months has reflected a sharp increase
in extensions while repayments have risen
only gradually. After increasing slightly from
the recession low in early 1961, extensions
rose sharply in October and November, then
leveled off until April.
Total instalment credit extended in April
was about 20 per cent above the low in early
1961 and 6 per cent above the previous peak
in April 1960. Repayments, which had con-
tinued to rise throughout the 1960-61
period, were about 5 per cent above the
early 1961 level.
Factors in expansion. As in other similar
periods, the upturn in outstanding instal-
ment credit in the fourth quarter of 1961
reflected a turnaround in automobile credit
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NOTE.—Based on seasonally adjusted monthly data.
following a period of cyclical decline, and
subsequent movements were generally re-
lated to sales of automobiles and other
durable goods. As is usual, outstanding
credit turned up later than most measures
of general business activity. The lag was
greater than in either 1958 or 1954, how-
ever, and the November-March plateau in
681
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extensions contrasted with a sustained in-
crease in the corresponding period of other














NOTE.—Adjusted for seasonal variation. Latest figures shown,
April 1962.
These differences reflected both the
slower pickup and more erratic movement
of durable goods purchases in the current
period and also the absence of major
changes in credit terms and credit facilities,
which were important in other recent up-
swings. The upturn in most measures of
business activity took place earlier in cal-
endar year 1961 than in either 1958 or
1954. The sharp increase in seasonally ad-
justed credit extensions, however, awaited
the introduction of new model automobiles
in 1961 as in the two preceding periods.
In the 7 months beginning with October
1961, automobile and other consumer
goods paper together expanded $1.3 bil-
lion, slightly less than in 1958-59 and sub-
stantially less than in 1954-55. Repair and
modernization credit, which contributed to
the 1958-59 expansion, was unchanged.
Personal loans, on the other hand, ex-
panded $700 million, $200 million more
than in the corresponding period of the two
preceding expansions, and accounted for 35
per cent of the expansion, compared with
less than 25 per cent in 1958-59 and 1954-
55. The expansion in these loans has been
widely distributed among all lender groups,
in contrast with 1958-59 when banks pro-
moted such credit heavily and accounted for
a large share of the increase.
Contraction in 1961. The recent expansion
of consumer instalment credit followed a
reduction of $200 million in the first half
of 1961 and little change in the third quar-
ter. For the three quarters as a whole the
increase in personal loans almost offset the
reduction in automobile credit. Total instal-
ment credit declined $500 million less than
in the first 9 months of 1958, when auto-
mobile sales declined precipitously. By the
end of April 1962, automobile credit had
about recovered its 1961 decline, and non-
automotive credit had risen $1.7 billion
from the December 1960 level.
Position of borrowers and lenders. Both
borrowers and lenders were in a favorable
position to expand instalment credit in the
spring of 1962. The liquidity of both groups
had increased during 1961 as liquid assets
were accumulated and debt declined or rose
less rapidly.
The rise in consumer debt repayments
was slower than the growth in consumer
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income, and the ratio of instalment pay-
ments to disposable income declined to 12.8
per cent in the first quarter of 1962, down
from 13.2 per cent in early 1961 and the
lowest ratio since late 1959. Many nonbank
lenders took advantage of the reduced de-
mand for consumer loans and the ready
availability of open market funds to reduce
their indebtedness to banks, and banks in-
creased their holdings of short-term U. S.
Government securities and other liquid
assets.
Meanwhile, delinquency and reposses-
sion rates declined sharply from their early
1961 highs. By late 1961 such rates on
automobile loans at large sales finance com-
panies were about equal to the 1959 lows.
Delinquency rates at commercial banks also
declined, but rates on most types of loans
have remained above 1959 levels. Losses on
automobile repossessions, which had been
severe for many lenders, were reduced by
the sharp rise in used car prices beginning
in the spring of 1961.
Lenders who had applied more rigorous
credit standards in late 1960 and early
1961 again increased moderately the pro-
portion of maximum-maturity and mini-
mum-downpayment loans and promoted
credit vigorously. There has been no major
change, however, in credit terms or in credit
facilities.
PERSPECTIVE
The average growth in instalment credit
was slightly more than $3 billion per year
in the 3-year credit cycle ending with the
low in September 1961, compared with
around $2.5 billion in other postwar cycles.
The annual rate of growth was close to 10
per cent in both the 1954-58 and the 1958-
61 cycles, down substantially from earlier
postwar rates.
Factors in growth. The expansion of instal-
ment credit over the postwar period has
reflected the high level of expenditures for
durable goods—traditionally financed with
instalment credit; an increase in the propor-
tion of such goods bought on credit; and
the extension of instalment credit to finance
purchases of nondurable goods and services.
The increase in credit has been fostered by
active competition among lenders and by
the increased willingness of consumers to
incur debt, and the increased use of credit
has in turn been a factor in maintaining the
high level of consumer purchases. Outstand-
ing credit has risen relatively more than
credit expenditures as downpayments have
declined and maturities have been length-
ened.
The early rise in instalment credit after
World War II reflected primarily the sharp
expansion in purchases of durable goods,
particularly automobiles, together with in-
creases in average prices paid. In recent
years expenditures for automobiles and
household durable goods have increased
more slowly, and the growth of instalment
credit has reflected to a larger extent easing
of terms on conventional types of credit and
expansion of instalment credit into new
areas, including the financing of soft goods
and services as well as new types of durable
goods.
The extension of instalment credit to the
financing of soft goods and services has
been encouraged through the development
and promotion of new types of credit facili-
ties. These include various types of revolv-
ing credit plans providing lines of credit to
be used in accordance with the consumer's
needs and repaid over a period of months.
Revolving credit plans at department
stores and mail-order houses have spread
rapidly since their introduction in the early
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195O's, and it is estimated that revolving
credit accounted for $1.5 billion of the
$2.4 billion of instalment credit outstand-
ing at these outlets at the end of 1961.
Charge-account banking plans permitting
qualified borrowers to make credit purchases
at a number of participating retailers were
also introduced in the first half of the 1950's.
Recent plans adopted by banks and similar
plans adopted by other financial institu-
tions generally permit the debt to be treated
as revolving credit.
Revolving credit has been extended to
personal loans through bank check-credit
plans that permit customers to draw checks
up to the limit established by prearranged
credit lines. Both check-credit plans and
charge-account banking plans spread rap-
idly in 1959, but few have been adopted
since that time and some charge-account
banking plans adopted then have since been
discontinued. Personal loans have also been
encouraged through the promotion of spe-
cial plans for financing expenditures on
services such as education and travel.
Changes in the demand for goods and in
credit facilities in recent years have been
reflected in changes in the composition of
instalment credit. Automobile credit has ac-
counted for a substantially smaller propor-
tion, and personal loans for a substantially
larger proportion, of instalment credit
growth in the most recent cycle than in
earlier postwar cycles. The share of other
consumer goods paper has changed less as
some uses have increased, and others have
declined, in importance.
Relation to disposable income. During most
of the postwar period instalment credit has
expanded faster than personal income. By
about 1950 the prewar relationship between
debt payments and disposable personal in-
come had been restored, but the ratio con-
tinued to rise sharply until 1957.
Since then the ratio has shown mainly
cyclical changes. Consumers have been de-
voting a larger share of their incomes to the
servicing of personal loans, however, and a
smaller share to the servicing of automobile
credit.
INSTALMENT CREDIT





1941 1945 1949 1953 1957 1961
NOTE.—Based on Department of Commerce annual estimates
of disposable income and Federal Reserve estimates of annual
repayments and annual averages of end-of-month instalment
credit outstanding.
Cyclical movements. Short-run movements
of instalment credit reflect changes in con-
sumer income and expenditures, particu-
larly expenditures for durable goods, and in
turn accentuate movements of income and
expenditures. Credit extensions rise with
the increase in consumer expenditures. Re-
payments tend to lag, however, and out-
standing credit consequently expands. Re-
payments continue high after extensions
have turned down, and outstanding credit
increases more slowly and after a time de-
clines.
Cyclical changes in instalment credit may
also reflect the timing of developments in
the credit market itself such as changes in
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credit terms or the offering of new credit
facilities. Availability of credit on easier
terms tends to encourage credit purchases.
In addition, lower downpayments increase
extensions in relation to credit expenditures,
and longer maturities slow down the growth
of repayments.
Such changes in credit availability have
at times been introduced in periods of credit
ease and then have spread rapidly during
the ensuing upswing, thus accentuating the
cyclical expansion of credit. For example,
easing of automobile credit terms contrib-
uted substantially to the expansion begin-
ning in 1954, and the widespread adoption
of new credit plans by banks and of easier
terms by retailers contributed to the expan-
sion beginning in 1958.
Easing of credit terms may be moderated
or temporarily reversed as the result of
tighter general credit conditions, losses, or
the exhaustion of immediate opportunities
for further extension. Typically, however,
new terms or facilities once introduced have
remained a part of the credit structure and
there have been few significant reversals.
As a result of the upward trend in credit-
financed expenditures and the general easing
of credit terms, cyclical reductions of instal-
ment credit in recent years have been small
in relation to the preceding cyclical expan-
sions.
AUTOMOBILE CREDIT
Automobile credit has continued to ac-
count for a relatively large part of cyclical
fluctuations in instalment credit despite the
reduction in its share of outstanding credit.
Purchases of new cars fluctuate widely, and
repayments of credit for financing such pur-
chases lag substantially behind extensions
because of the relatively long maturities in-
volved. In addition, changes in credit terms
have on occasion been of particular import-
ance in the automobile credit market.
Purchases. Cyclical fluctuations in new car
purchases were especially large in the period
1954-58. Purchases rose from 5.5 million
units in 1954 to 7.4 million in 1955 as a
result of favorable reaction to model changes
and easing of credit terms as well as in-
creases in consumer income. Purchases de-
clined after 1955 and in 1958 reached a
low of 4.7 million units. Movements were
smaller in the period 1958-61, but were
still sizable, with purchases rising to 6.6
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NOTE.—Type of transaction based on number of automobiles
sold.
million units in 1960 and declining to 5.9
million in 1961. In the spring of 1962 pur-
chases reached a seasonally adjusted annual
rate of more than 7 million units, about one-
fourth higher than a year earlier.
Used car purchases have generally moved
in the same direction as new car purchases,
reflecting not only changes in demand but
also the effect of new car trade-ins on the
supply of used cars. The movement, how-
ever, has been substantially less than for
new car purchases.
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Prices paid. Until recently, rising automo-
bile prices were an important factor in the
increasing demand for automobile credit.
List prices rose with the introduction of each
new model from the 1955 model through
the 1959 model. Moreover, the increased
number of purchases during 1955 included
a larger proportion of higher priced models
and more optional equipment. The sub-
sequent decline in purchases was accom-
panied by a shift to lower priced vehicles
and by extensive dealer discounts from list
prices, but the average expenditure per unit
continued to rise. This increase, in combina-
tion with lower downpayments and the in-
clusion of finance charges for a longer
period, caused the average contract to rise
from $1,900 in 1954 to $2,400 in 1957.
Heavy purchases of small foreign cars
and of domestic compact models led to
reductions in the average expenditure per
unit for new cars beginning in 1959. The
reduction continued through early 1961 as
compacts continued to grow in importance
and list prices remained unchanged. Over
the past year, however, the average expendi-
ture has risen as a result of increased pur-
chases of the larger compacts introduced in
1961 and more optional equipment on
both standard and compact models. This
increase, together with a moderate rise in
the proportion of the expenditure financed,
brought the average contract to a new high
of $2,500 in early 1962.
Wide fluctuations in prices of used cars
have reflected in part developments in the
new car market. The average expenditure
per unit has reflected not only movements
in used car prices but also changes in the
proportion of purchases accounted for by
late model cars. This proportion has tended
to rise during expansion and decline during
recession.
In the period 1955-56 prices of used cars
fell as many purchasers switched to the new
car market and the volume of trade-ins in-
creased. Prices rose throughout the period
from late 1956 through 1959, but the aver-
age contract declined in 1958 as older
models accounted for a larger share of the
market. A sharp decline in used car prices
beginning in the second half of 1960 re-
flected, in part, competition with compact
cars. Prices rose sharply in 1961 and early
1962, and the average contract increased.
Credit sales. In general, credit sales of new
cars have fluctuated more than cash sales,
accentuating the effects of changes in expen-
ditures on automobile credit. Changes in
the relationship between credit and cash
sales were particularly large in the 1954-58
period, but credit sales also rose more
rapidly than cash sales in 1959 and declined
more rapidly beginning in the second half
of 1960. In late 1961 and early 1962 the
proportion of credit sales was at the lowest
level since early 1955. It rose more than
seasonally in April but remained below the
1956-60 levels.
The proportion of used cars financed
moved countercyclical^ in the 1955-58
period. Credit sales increased less rapidly
than cash sales in 1955 as many credit
buyers shifted to the new car market. In
1958, credit sales were maintained despite
the reduction in total sales. In the period
1958-61, however, the relationship between
credit and cash sales moved similarly for
new and for used cars.
Credit terms. Credit terms began easing
after the suspension of consumer credit
regulation in the spring of 1952, and the
easing was particularly rapid from 1954
through mid-1956.
The number of 30-month contracts on
new cars increased sharply in 1954, and
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36-month contracts were introduced. The
longer-term contracts continued to spread
rapidly through mid-1956 and then more
gradually until mid-1959, by which time
about 70 per cent of purchased paper at
banks and finance companies and 40 per
cent of direct loans at commercial banks had
36-month maturities. Contracts with matu-
rities in excess of 36 months have never be-
come significant, and the proportion of 36-
month contracts has shown little change
since 1959. This proportion has increased
slightly more than seasonally since late last
year, but the scope for further expansion
would appear limited.
Downpayments on new cars also eased
through early 1956, but after 1956 the pro-
portion of loans with minimum downpay-
ments decreased slightly. Since late 1959
there has been an increase in the proportion
of contracts equal to 90 per cent or more
of dealer cost. This may reflect in part the
growing importance of compact cars, on
which the dealer mark-up is somewhat lower
and which are often sold without a trade-in.
Changes in terms on used cars were less
dramatic than those on new cars in 1954-
56, but easing since that time has been
greater. Thirty-month contracts on late-
model used cars and loan-to-dealer-cost
ratios in excess of 100 per cent increased
rapidly in the period 1956-59, and 36-
month maturities were introduced on late-
model cars. The easing of terms was reversed
in 1960, when prices of used cars fell
sharply, but was resumed in 1961. Matu-
rities of 30 months or more now account
for almost one-third of the contracts on
1959-62 model automobiles at commercial
banks and about half of those at large sales
finance companies.
CREDITORS
Changes in ownership of instalment credit
in 1961 and early 1962 for the most part
followed trends over a longer period. The
sales finance company share of automobile
credit continued to decline, that of commer-
cial banks and credit unions to rise. Con-
versely, the proportion of nonautomotive
consumer goods paper held by sales finance
companies continued to rise, while that of
banks and retail outlets declined.
Personal loans at consumer finance com-
panies increased less rapidly, and those at
HOLDERS OF INSTALMENT CREDIT
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NOTE. End-of-year figures. Small holdings of automobile paper by retail automobile dealers not shown.
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credit unions and sales finance companies
more rapidly, than at commercial banks in
1961. Although their share declined slightly,
banks continued to hold about 70 per cent
of all repair and modernization credit.
Sales finance companies. Sales finance com-
panies expanded holdings of automobile
credit even more rapidly than other lenders
during 1955 and at the end of that year
held 51 per cent of all outstanding automo-
bile credit. In every year since then their
share has declined. In the first three quar-
ters of 1961, as in 1958, sales finance com-
panies accounted for almost all of the con-
traction in automobile credit, and in late
1961 and early 1962 their holdings picked
up more slowly than those of other lenders.
Their holdings this spring were slightly lower
than at the end of 1955 and accounted for
only 38 per cent of total automobile credit
outstanding.
Automobile credit has been the dominant
form of credit held by most sales finance
companies in the past, although most of
the larger companies also hold substantial
amounts of other types of consumer loans
and of business loans. The major excep-
tions are the financing subsidiaries of retail
outlets and durable goods manufacturers
which specialize in nonautomotive paper.
Many of the larger companies have re-
cently increased efforts to diversify in re-
sponse to the reduction in holdings of auto-
mobile paper, the sharp cyclical movements
in this type of paper, and losses on auto-
mobile repossessions. Activities have in-
cluded acquisition of new and existing small
loan offices; expansion of plans to finance
consumer expenditures for travel and edu-
cation, for purchases of boats, mobile
homes, and shell houses, and for home re-
pair and modernization; and promotion of
business loans.
As a result of these activities, the propor-
tion of other consumer goods paper and per-
sonal loans held by sales finance companies
has risen, and there has been a steady in-
crease in their business loans. Most of the
very large increase shown for other con-
sumer goods paper reflects the effect of the
organization of new subsidiaries by retail
outlets after 1955, but the share of other
companies has also risen.
Consumer finance companies. Consumer fi-
nance companies, which have most of their
assets in the form of personal loans, fared
substantially better as a group in 1961 than
finance companies dependent on automobile
credit. During most of the year, however,
personal loans continued to rise less rapidly
at consumer finance companies than at other
major lender groups. In recent months the
rate of growth of personal loans has picked
up, and several of the larger companies
have been making efforts to diversify, par-
ticularly through the acquisition of retail
operations. Figures for consumer finance
companies are not shown separately in the
chart on page 687 but are combined with
those for credit unions and miscellaneous
lenders under "other financial institutions."
Commercial banks. At the end of 1961
commercial banks held 10 per cent of their
earning assets in the form of consumer loans.
Almost all commercial banks hold some in-
stalment credit, and their holdings are gen-
erally more diversified than those of finance
companies. Banks have promoted all major
types of instalment credit in recent years.
Commercial banks have increased auto-
mobile credit more rapidly than sales finance
companies since 1956. Paper acquired from
dealers has accounted for the bulk of the
expansion, although loans made directly to
consumers have also risen. Bank holdings
declined slightly in the first half of 1961.
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In late 1961 and early 1962, however,
banks accounted for about 60 per cent of
the expansion, and this spring they held 49
per cent of all automobile credit, com-
pared with 39 per cent at the end of 1955.
Adoption of check-credit plans in 1959
and promotion of other types of personal
loans were factors in the sharp increase in
these loans at commercial banks in that
year: 22 per cent, compared with 12 per cent
for other lenders as a group. Since the end
of 1959 the commercial bank share of all
personal loans outstanding has remained
near 34 per cent.
The organization of finance subsidiaries
by mail-order outlets has been a major factor
in the reduction in the share of nonautomo-
tive consumer goods paper held by banks.
The decline was temporarily arrested with
the adoption in late 1958 and 1959 of
charge-account banking plans. These plans
failed to spread after 1959, however, and
some have since been dropped.
Banks of all sizes have shared in the ex-
pansion of the various types of consumer
credit in recent years. Consumer loans at
the large money market banks have shown
greater cyclical movements, however, with
sharp increases early in the expansion period
followed by a leveling off or by declines,
while the growth has been steadier at
smaller banks.
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